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The Panamanian Legislative Assembly passed a bill in June removing restrictions on the use of the
social-development fund (Fondo Fiduciario para el Desarrollo, FFD). The final version of the bill
incorporates changes demanded by the major opposition party Partido Revolucionario Democratico
(PRD), but still allows President Mireya Moscoso to spend money from the fund as she promised
during her election campaign.
On June 27, Moscoso signed the bill into law. It restructures the US$1.3 billion FFD, changes the
rules on how it is used, and sets up a bureaucracy to administer it. The fund, which originated
during the administration of President Ernesto Perez Balladares (1994-1999), set aside money
realized from the sale of state properties.
At present, the fund earns about US$70 million annually and only that money may be spent on
social programs. The fund has been a source of political wrangling between the PRD and Moscoso's
Partido Arnulfista (PA) since its creation.
The Moscoso forces roundly attacked Perez Balladares for selling bonds to the fund and thus
transferring US$100 million from the fund to the treasury (see NotiCen, 1999-08-26).

Administration proposes buying down foreign debt
After she took office, Moscoso came under attack from the PRD, other opposition parties, and labor
for her economic plan, which depended on using the fund (see NotiCen, 2000-05-11).
The administration proposal, presented by Economy and Finance Minister Victor Juliao in
December 1999, would have spent the entire fund balance to reduce the US$7 billion foreign debt.
Debt reduction would in turn have reduced the cost of debt service, freeing up funds for social
programs. Additional money for social investment would have come from selling the government's
49% interest in telecommunications company Cable & Wireless, valued at more than US$650
million.
Opponents predicted that any change in the law that allowed government access to the fund's
principal would lead to a mass raid on the country's only real savings. Some predicted the fund
would become a gigantic pinata. Besides objections to spending the fund on the debt, labor and
other opponents warned that selling government shares in Cable & Wireless would place the
company entirely in private hands, eliminating all government control and leaving workers without
protection against layoffs.
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Former presidential candidate for Accion Opositora Alberto Vallarino argued that he could reduce
the debt by US$100 million in two weeks just by cutting fat out of the budget. The fund "is the
savings of Panamanians," and only the interest should be used for social programs, especially those
that create jobs, he said, adding that so far Moscoso's government had only created upper-level,
high-paying government jobs. "I haven't seen any concern for finding solutions to unemployment
for the great national majorities that need them so much," Vallarino said.
By May, Jose Luis Varela, chair of the Assembly Interior and Treasury Committee, said there were
not enough votes to pass the administration measure, and Juliao said the administration would
not withdraw the bill. He said, however, that Moscoso was flexible on the issue and was willing to
negotiate.

Major parties write new version of bill
In mid-June, the Assembly began consideration of a new version of the bill worked out between
PA and PRD deputies, with Juliao accepting much of the PRD's minority report on the original
version. The new version preserves the fund and eliminates two of the most controversial points in
the original administration bill conversion of the fund principal into debt payments, and the sale of
Cable & Wireless shares.
The final version left open the possibility of selling the shares in the future but only with Assembly
permission. The bill also eliminated vague areas in the original bill by spelling out how the funds
would be invested and how the interest would be spent. Some US$900 million that is now invested
at 5% in international banks will be repatriated and invested nationally. Calculations on the return
are based on an expected annual yield of 8.5%.
By redirecting the fund to national banks and then into higher-interest investments, the PA-PRD bill
would allow the fund to generate US$139 million annually instead of the US$70 million it now earns.
Assuming the 8.5% annual return, the government would now be authorized to spend an estimated
US$559 million from the fund over the next four years on social and infrastructure projects. This
would leave the fund's principal of US$1.3 billion intact at the end of the four years, while adding
US$5 million to it.
Earnings from the invested funds would go to support health, education, and housing and such
construction projects as a bridge over the canal, a new canal lock, roads, and development of former
military bases and other reverted areas acquired from the US.
The law requires that the funds be managed by the Banco Nacional de Panama under the guidance
of an advisory board that will recommend investment projects. The board will consist of two Cabinet
ministers, one member named by the president, and one member each from organized labor and
the business sector. Other sections of the bill prohibit using any FFD funds for routine government
spending or subsidies.
Regardless of what the board recommends, the law requires that no less than 20% of the funds
be invested in national assets such as canal and state bonds. Moscoso called the legislative
breakthrough an example of her "new style of government," putting national interests ahead of
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partisan politics. This was the second major legislative obstacle overcome through an agreement
among parties. On June 20, the PA and six opposition parties agreed to support Moscoso's nationalsecurity plan (see NotiCen, 2000-06-29).
Together with the security law, the economic development envisioned in the FFD law rounds out
Moscoso's strategy for a Panama independent of the US. Moscoso predicted that Panama would see
an unprecedented period of economic development without the intrusion of US interests. "From this
moment on, by the adequate and efficient use of resources, we Panamanians are solely responsible
for the defense and maintenance of the integrity of our national territory, the free and peaceful use
of the interoceanic waterway, and the struggle against criminal activity in all its manifestations,"
said Moscoso.
But the new law still has critics who say it was imposed on the legislature by a PA-PRD deal.
Ricardo Arias Calderon of the Partido Democrata Cristiano (PDC) said Moscoso's presidency was
compromised by the agreement with the PRD and would lead to PA-PRD co-government. Unlike
the two-party FFD agreement, the security plan was worked out during several months and had the
support of all parties, he said.
Former President Guillermo Endara (1989-1994) criticized the FFD plan for being "ambiguous." He
said the plan was "absurd" because it was still not clear how the money would be spent. Moscoso
insists that the deal with the PRD does not constitute an alliance and said the party had demanded
nothing in return for the accord.
Passage of the bill won approval from the International Monetary Fund (IMF), which will authorize
new credits for Panama in exchange for taking measures to reduce the fiscal deficit and to privatize
additional state properties. (Sources: El Panama America, 12/22/99, 12/24/99, 03/08/00, 03/27/00,
06/19/00, 06/23/00, 06/25/00, 06/27/00; Notimex, 06/09/00, 06/14/00, 06/20/00, 06/22/00, 06/27/00;
Spanish News Service EFE, 06/26/00, 07/18/00)

-- End --
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